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All values in million U.S. $ Exchange Rate 
unless otherwise indicated US $ 1.00 = M$ 2.30 


1974 Percent of change 
(estimated ) 
me, Production, Employment 

GNP. (billions) 8.5 

Per Capita GNP (US$) . 700.0 

Industrial Production Index 

(1970 = 100) Peninsular Malaysia J 167.1 

Employment (000) 3,885 

Average rate of unemployment ‘ N/A 


Money, Prices, Balance of Payments 


Money Supply 1623.91 +8 4 
Public Debt 3,481.2 +11.4 
External Debt 563 .04 +0.8 
Consumer Price Index 

(1967 = 100) Peninsular Malaysia 117.4 +18 .0 
Gold & Foreign Exchange 1300.3 +6.7 
Net External Reserves 1497.2 +6 .0 
Balance of Payments 125.2 -65.3 


1,253.0 +15.0 
Saw Logs j 365.7 -14.7 
Tin 612.2 +57 .0 
Sawn Timber 187.4 -22.8 
Palm Oil 444.3 +119 .5 
Pétroleum 329.1 +181.8 
Others ae — 
Gross Exports ‘ 4,165.21 +29 9 
Less: Gross Imports —2, 364,82  _4,086,95 ss +593 
Balance of Trade 640.48 78 .26 -718 .4 


US Trade Balance with Malaysia -127 .04 -125,.91 -1.13 


Value of major exports to the U.S, (Jan-July 74): Total ($214.21) 
Rubber (89.21), Tin ($94.9), Palm Oil ($20.1), Sawn Timber ($10.0), 


Value of major imports from US (Jan-July 74): Total ($191.7), Machinery & 
Transport Equipment ($111.7), Chemicals ($30.9), Manufactured Goods (M$30.9), 
Food ($7.2), Beverages & Tobacco ('$11.0). 
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SUMMARY 


The Malaysian economy experienced continued growth in 1974, 
particularly in the first half. Real GNP grew by 6.3 percent. In contrast 
to 1973 the export sector did not provide the thrust for growth as it 
increased 30 percent after booming by 50 percent in 1973. Timber and 
rubber prices slumped drastically in the second half in reaction to the 
recession in the industrialized countries. The export sector showed 
resilience largely because of the favorable palm oil, tin, and petroleum 
prices, 


Imports shot up by about 50 percent, largely the result of price 
increases. The overall balance of payments, however, is estimated to end 
up with about M$ 100 million surplus, thus adding to Malaysia's external 
reserves which can finance about five months of retained imports at 
present levels. 


Private demand proved to be the growth leader with private investment 
jumping 13 percent in real terms. Private consumption (61 percent of GNP) 
grew by almost 20 percent in real terms, Additionally, public consumption 
rose by 8 percent in real terms, due mostly to wage increases, but inflation 
surged to 18 percent after a rise of 10.5 percent in 1973, 


Outlook for 1975 depends largely on forecasts for recovery of the 
economies of the industrialized countries. Rubber and timber prices will 
likely remained depressed and palm oil prices may slide as soya bean crops 
(direct substitute) are increased worldwide. Unemployment is on the rise 
and will continue to increase. The thrust of the 1975 Federal Budget is 
to counter recessionary trends, particularly unemployment and slackening 
private demand, by increasing public sector expenditures for development. 
The U.S. Embassy, Kuala Lumpur assesses that 1975 will be a difficult 
economic year for Malaysia, but that the economy will come through in 
reasonably good shape because of resilience in the export sector, increased 
public sector spending, near self-sufficiency in rice, and increased oil 
exports and an expanding petroleum industry. 


Implications for the United States are: (1) investments -- expansion 
in U.S. investments are expected to be in petroleum exploration and 
production, downstream petrochemical facilities, and processing of primary 
commodities, The recent sweep by the Government in the General Elections 
on August 24 should insure continued political stability. This coupled 
with a good infrastructure, competitive wages, and tax and other incentives 
¢ontinue to make Malaysia an attractive place for foreign investment. 

(2) U.S. exports -- While the expected slowdown in the private sector in 
1975 will probably mean reduced overall imports into Malaysia, demand should 
increase for U.S, goods and services related to petroleum, natural gas, and 
chemical industries. In addition, U.S. products are competitive in areas 
such as capital goods, transport equipment, processing equipment, and 
certain consumer items. 
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CURRENT SITUATION AND TRENDS 


Several factors are noteworthy in tracing developments and trends in 
the Malaysian economy during 1974. They are: (1) the downturn in the 
industrialized economies--U.S,, EEC, and Japan--affected the Malaysian economy 
principally in the export of rubber and timber. (2) the lag period in the 
domestic economy is about six months. Thus, the slackoff in motor vehicle 
production and the falloff in housing starts in the industrialized countries 
in late 1973 and early 1974 began to be felt in the Malaysian economy about 
July-August this year. (3) high prices for export commodities in early 1974 
will produce a positive balance of payments for this year in spite of 
substantial increases in imports and declining exports in the second half, 
(4) the economy has shifted from inflution to stagflation--inflation coupled 
with recession and unemployment--and the Government is tailoring its fiscal 
and monetary policies to mitigate the effects. (5) Malaysia will enjoy real 
GNP growth of 6.3 percent in 1974. 


Exports Are Not Current Growth Leader: In 1974 the export sector grew by 30 
percent efter expanding by 50 percent in 1973 and in a departure from past 
years exports did not provide the thrust for growth, Exports did show 
resilience principally because of favorable prices for palm oil, tin, and 
petroleum, 


--Rubber still underpins the economy accounting for 30 percent of 
exports and 17 percent of Gross Domestic Product. Rubber prices have 
plummeted from a peak of M$ 2.65 per kilo in January 1974 to M$ 1.02 per kilo 
in mid-November, and the volume of exports is estimated at 1.61 million metric 
tons this year compared to 1.64 million metric tons in 1973, a modest decline 
of 1.5 percent. Despite the slide in rubber prices and the nominal decrease 
in export volume, the value in 1974 is expected to be about M$ 2,882 million, 
an increase of 15 percent over 1973. The United States continued to be the 
largest consumer even though demand declined by 3 percent. 


--Timber and saw-logs exports slumped by 14 and 23 percent respectively 
in prompt reaction to the recession in construction in the EEC, Japan, 
Australia and the U.S. The decline in exports affected both employment and 
production. Saw mills are reportedly working at half shift while loggers in 
Sabah and on the east coast of Peninsular Malaysia are reported to have cut 
their labor forces by about 15,000 and 4,000 respectively. 


--Tin is expected to jump in value by 57 percent to reach M$ 1,408, 
with export volume to decline by two percent due to lower yields on poor 
grade mining land and higher production costs. Tin prices increased by 81 
percent in the first three quarters of 1974 over the same period in 1973 with 
the price peaking at M$ 1380 per picul (133 lbs.) in April 1974. 


--Palm oil export volume is expected to register an increase of 20 
percent over 1973 to reach 955,000 metric tons or about 2/3 of total world 
exports. Due to continued high world consumption, palm oil prices averaged 
M$ 1,563 per metric ton for the first nine months of 1974 (up 84 percent 
over the already high levels in 1973 for the same period). Export earnings 
are estimated to reach M$ 1,022 million in 1974, an increase of 119 percent 
over 1973. The EEC and the U.S. continue to be the major markets for palm 


oil (about 42% of total exports). 
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--Petroleum exports of crude and partly refined oil are expected to 
decline in volume by about 7 percent, but value will jump about 181 percent 
over 1973. Production is estimated to have declined temporarily by about 
5,000 barrels per day to approximately 86,000 bbls/day due to the closure of 
the Miri fields in Sarawak, the only oil producing state at present except 
for nominal new production in Sabah. About 80 percent of domestic 
production of the low-sulphur oil ("sweet oil") is exported because of the 
premium price it commands on the world market; the remaining 20 percent of 
domestic production and imports of crude from the Middle-East (Kuwait and 
Saudi Arabia) plus refined products meet domestic needs. 


--Manufactures exports slowed to a lower rate of increase (+36 percent) 
compared to the leap of 56 percent in 1973. Demand dropped for textiles, 
wood products, and electronic components, especially in the second half of 
1974. Total value of manufactured exports are estimated at M$ 1,530 million 
for this year. 


Domestic agriculture: Malaysia's only grain crop is rice, Milled rice 
production estimated at 1.3 million tons in 1973/74 was about 4 percent above 
the previous season. The 1974/75 rice crop is forecast to increase by about 
5 percent from 1973/74 level. GOM has exempted nitrogenous fertilizer from 
import duty and is subsidizing the sale of urea at M$10 per 44 lb bag to 
avert a decline in rice production. 


Crops such as rice, sugar cane, tapioca, cocoa, tobacco, sorghum and 
cattle rearing are contributing to agricultural diversification at an 
increasing rate. 


The 1974 food import bill will probably exceed M$800 million. Major 
food imports are grains and grain products, sugar, fresh fruits and vegetables, 
tobacco and animal feed. Major imports from the U.S. are tobacco and tobacco 
products, raw cotton, wheat and cereal products, fresh fruits, and other 
food preparations, 


Import Values Increase Substantially: A continuing high level of domestic 

demand generated by the export boom in 1973 and early 1974 coupled 
with price increases caused the total import of goods in terms of value to 
increase by about 59 percent above 1973 to a total of M$ 9,400 million. 
Imports are slowing down in the latter part of 1974 reflecting the decline in 
domestic demand. Crude pétroleum, chemical products, paper products, plastic 
materials, motor assembly parts, and textile yarns, registered sharp increases, 
Food and consumer durables -- refrigerators, bicycles and parts, televisions, 
radios, record players, motor cycles, and clothing have increased markedly as 
consumers had more money to spend due to higher earnings last year and in the 
early part of 1974. 


Private Investment, whose rate normally reflects the pace of the previous 
years economic growth, peaked in the first half of 1974 at an estimated 
M$2,190, an increase of 20 percent in real terms compared to 8 percent in 
1973. Machinery and equipment, which accounts for about 45 percent of total 
private investment, have a very high import content. The import value of 
investment goods jumped by more than 80 percent for the first eight months of 
1974 over 1973. 
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Personal Consumption and Inflation: Personal consumption, the largest 
component of GNP (61 percent), remained at high levels during most of 1974 
buoyed by export earnings, profits, and a generally favorable employment 
situation. Improvement in per capita income has resulted in higher standards 
of living, and during the past two years a new phenomenon of "inflation 
psychology" has affected consumers' behaviour touching off buying sprees, 
especially in consumer durables. Registration of cars remained high with 

an increase of 21 percent for the period January-August 1974 while television 
registrations grew by 19 percent for the first half 1974. Average rate of 
inflation will be about 18 percent for 1974 compared to 10.5 percent in 1973. 


Public Sector Spending, which contributed about a third of GNP, rose by 19 
percent to M$7,130 in 1974. A substantial portion of the increase was the 

rise in public sector wages and salaries. This money probably found its way 
into the economy immediately since most of the increase was granted before 

the religious holidays. Development expenditure increased about 40 percent 

to M$ 1,578, but is more a reflection of increasing costs rather than expansion. 
In fact, supply shortages, particularly of building materials, resulted in 
delays of project implementation and not all of the budgetted funds were 

spent in 1974. 


RECENT IMPORTANT EVENTS 


General elections were held on August 24, 1974 and resulted in a sweep for 
Prime Minister Tun Abdul Razak's National Front, comprised of the three 

major parties -- the Prime Minister's UMNO (United Malay National Organization), 
MCA (Malay Chinese Association), MIC (Malay Indian Congress), and six other 
political parties. Candidates are elected for five years. The National 

Front won 135 out of 154 seats in the lower house of Parliament. 


Elections went smoothly with no reported incidents. Prime Minister 
Razak secured a strong mltiracial acceptance for his leadership with the 
National Front success interpreted as a vote by Malaysians for stability and 
the most important element in Malaysia's viability - racial harmony. The 
expectation over the next five years is for a continuation of the economic 
and investment policies that have characterized the Government of Prime 
Minister Rauak since 1969. 


Petronas (National Petroleum Co,) was established effective October 1, 1974 
under provisions of the Petroleum Development Act passed by Parliament on 
July 25, 1974. The Act provides that Petronas will be vested with ownership 
and exclusive rights to petroleum exploration and exploitation, and will 
control downstream activities and development. Petronas is subject to the 
control and direction of the Prime Minister, who will be advised by a National 
Petroleum Advisory Council appointed by him. 


On September 5 the Prime Minister appointed Tengku Razaleigh Hamzah, . 
former chairman of PERNAS and national vice-president of the United Malay 
National Organization (UMNO) political party, as chairman of Petronas. 

Chairman Razaleigh sets out the following tasks as top priorities for Petronas: 
(1) Negotiate with the various state governments on vesting oil concession 
rights with PETRONAS. He hopes to complete these negotiations by February 1975. 
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(2) Negotiate by March 1975 new production sharing agreements with the nine 
petroleum exploration companies in Malaysia. Chairman Razaleigh has stated 
that these agreements will be "more or less similar to what Pertamina, the 
Indonesian state-owned petroleum company has with foreign companies", 
Petronas is in the process of hiring staff, which eventually will total about 
200, and is seeking outside expertise on the petroleum industry as advisors. 


Budget for 1975, which was presented to Parliament in mid-November, is mildly 
expansionary. The Government now considers that the number one economic 
problem has charved from inflation to an emerging stagflation, i.e. inflation 
coupled with recession, with increasing unemployment. The GM has decided to 
give the economy a push in 1975 by increasing the capital expenditures for 
development to M$ 2,407 million (approx. US $1 billion), an increase of more 
than 100 percent over 1974. GOM says the budget was devised to help raise 
the level of domestic demand and thereby reduce the potential adverse effects 
of the expected recession on incomes and employment. As of now, GOM economic 
policy, including fiscal measures via the budget, is based on the premise 
that the economies of the industrialized nations, especially the U.S. and 
Japan will begin reasonably strong recoveries during the second half of 1975 
or early 1976 at the latest. 


OUTLOOK FOR 1975 AND EARLY 19°76 


A forecast on the Malaysian economy over the next 12-18 months is highly 
subjective with the key premise being the forecaster's opinion as to when 
the economies of the industrialized nations, the U.S,, EEC, and Japan will 
recover, The "Economic Report 1974-75" of the GOM Treasury makes the 
following predictions, Real growth will decline to about 5 percent in 1975 
with an upturn in the economy in early 1976 reflecting increased exports 
beginning in late 1975, 


Prices of rubber and timber will remain depressed next year. Export 
prospects for palm oil are favorable based on the assumption of poor crops 
of soya bean and the possibility of palm oil being included in the General 
Preference Scheme of the EEC. Exports of petroleum (crude and partly 
refined) are expected to soar in value in 1975 by more than 50 percent 
because of volume increases. Tin should do reasonably well in 1975. 


Public sector, investment and consumption, will provide the thrust 
against stagflationary trends. Emphasis will be placed on increasing the 
availability of essential foods and supplies and stabilizing prices. New 
public investment will focus on Labor intensive projects with priority given 
to projects to increase food production, those with low import content, and 
those with short gestation periods. These orojects are to be located in 
those areas affected most by the recession. 





Private sector activity is forecast to turn down in 1975. A high 
rate of investment in machinery and equipment is expected to continue into 
early 1975, but the construction industry will be faced with the problems 
of higher costs and of shortages of building materials especially cement 
and steel, 


Inflation in Malaysia in 1975 is expected to be below the estimated 
18 percent for 1974. GOQM believes that increases in the supply of essential 
commodities and a lessening of inflation rates in industrialized countries 
in 1975 will dampen pressure on domestic inflation, 


Private consumption, which comprises about 60 percent of GNP, is 
forecast to grow about 4 percent in real terms. This represents a decline 
from the spending sprees of 1973 and 1974 when private consumption was 11 
and 10 percent respectively in real terms. Lower export earnings, the 
continuing inflation, and lower levels of profits are expected to be the 
major causes, 


U.S, Embassy, Kuala Lumpur notes the following factors which could 
cause the extent of economic downturn in Malaysia in 1975 to be greater 
than presently forecast: (1) the recent further downturn in the U.S. 
economy resulting in massive layoffs, particularly in the automobile 
industry, (2) if the U.S., Japan, and EEC begin to recover by mid-late 
1975 (the most optimistic predictions of economists), there will be a lag 
of several to six months before the effects are felt in the Malaysian 
economy, except for timber exports which respond quickly; (3) palm oil may 
not remain as bright an export earner as in 1974 because domestic production 
may drop due to higher fertilizer costs, and production of soya beans, a 
direct substitute, could increase dramatically in the U.S. and other 
countries; and (4) petroleum crude oil exports will no doubt increase in 
volume in 1975, but perhaps not as quickly as predicted by GOM, Additionally, 
Malaysia exports premium-priced, low-sulphur crude, but imports substantial 
amounts of high-priced refined petroleum products to meet domestic demand; 
thus in value Malaysia may end up about even on income and expenditures on 
petroleum, 


In sum, the Embassy believes that 1975 could be a difficult year 
with the recession - inflation - unemployment effects deeper and more 
widely felt than is currently projected. Embassy forecasts, however, 
that Malaysia will weather the world recession and domestic stagflation 
conditions and come through in reasonably good economic shape. 


IMPLICATIONS FOR THE UNITED STATES 


Prospects for U.S, Investments 


The General Elections on August 24 gave overwhelming affirmation for 
continued political stability in a multieracial context over the next five 
years, Prime Minister Razak has said "...... we will continue to encourage 
investors to establish in this country......" Government officials say the 
election results also mean that the Government can deliver on its promiges 
to foreign investors. These factors together with good infrastructure, tax 
and other incentives, and generally competitive wages make Malaysia an 
attractive place for certain types of investment. 
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U.S, investment now totals about US$ 500 million concentrated mostly 
in electronics and petroleum exploration, but also includes chemicals, 
pharmaceuticals, electrical products, auto assembly, food processing, 
cosmetics, tires, and air conditioning. 


Good opportunities exist in basic commodities processing --- wood, 
rubber and palm oil. U.S. investments will probably expand rapidly in 
oil exploration and production, as new concessions are granted and existing 
areas further explored; and in downstream petrochemical facilities. 


GOM guidelines regarding foreign investment are: (1) for projects 
which produce mostly for ‘She domestic market, 51 nercent of the equity 
must be locally held of which 30 percent must be Bumiputra (indigenous 
Malay); and (2) for projects which sell primarily to export markets, the 
majority of equity may be held by foreign investors, but at least 30 percent 
of the equity must be Bumiputra. These guidelines have been flexible in 
the past and open to negotiation depending on the type of project. In 
addition, Government policy is to offer tax-relief incentives based on the 
level of capital investment, level of employment, and location. Individual 
states also offer, in some cases, special additional incentives to attract 
industries to their area, 


Prospects for U.S, Exports 


The expected downturn in the Malaysian economy in 1975 should result in 
reduced volume of overall imports. Good prospects do exist for sales of 
U.S. goods and services related to the expanding petroleum industry. In 
general, U.S, exports are competitive and additional opportunities are for: 


Land clearance, road building, and construction equipment, 
Containerization and cargo handling equiprent, port development, 
Specialized equipment such as medical and laboratory equipment, 
and telecommunications equipment, 

Electric power and distributing equipment, 

Food processing equipment, 

Special consumer items such as furnishing fabrics and related 
items, 
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CURRENT 
INDUSTRIAL REPORTS 


Keep up-to-date with Bureau of the 
Census data covering over 5,000 
products representing 40% of all 
manufacturing in the United States! 


The Bureau of the Census issues a 
continuing series of more than 100 
monthly, quarterly, and annual reports 
on industrial production...inventories... 
and orders. Broad categories listed 
in the Current Industrial Series include: 


All Manufacturing Industries 


Manufacturers’ Shipments, Inven 
tories, and Orders 

Manufacturers’ Export Sales and 
Orders 
Shipments of 
Industries 


Defense - Oriented 


Processed Foods 

Textile Mill Products 

Apparel and Leather 

Lumber, Furniture, and Paper Products 
Chemicals, Rubber, and Plastics 
Stone, Clay, and Glass Products 
Primary Metals 

intermediate Metal Products 
Machinery and Equipment 


For further information on all reports 
included in these categories, frequency of 
reports, subscription prices, and a 
publications order form, free of charge, 
write to the Publications Distribution 
Section, Social and Economic Statistics 
Administration, Washington, D.C. 20233. 


U.S. DEPARTMENT OF COMMERCE 


Social and Economic Statistics Administration 


BUREAU OF THE CENSUS 





1971 edition 


Schedule 


Statistical Classification of Domestic and 
Foreign Commodities Exported from the United States 


Numerous improvements over the 1965 Sched- 
ule B are included in this new issue by the 
addition, deletion, and revision of headnotes, 
directives, and inclusion item listings, and by the 
rewording of commodity descriptions. These 
changes facilitate the use of Schedule B, largely 
through clarification of the coverage of indi- 
vidual Schedule B numbers...however, the basic 
outline and arrangement of the 1971 Schedule is 
the same used in the 1965 edition. The new ‘71 
edition also contains revised procedures for 
reporting quantities on the Shipper’s Export 
Declarations for those Schedule B numbers 
requiring the quantity to be shown in two units. 


Another innovation in the 1971 Schedule B is an 
updated and improved alphabetical commodity 
index expanded to cover a larger number of 
individual items. Also, the basic format of the 
index is revised to show the first five digits of 
the seven digit commodity number for each 
indexed item, rather than showing a page num- 
: ber for each indexed item. 


The Bureau of the Census 
Offers. . . 


a new and improved edition of Schedule B, 


You may order your 1971 edition of Schedule B 
from the Superintendent of Documents, U.S. 
Government Printing Office, Washington, D.C., 
20402 (fill out order form below); from the 
local Collector of Customs; or from any U.S. 


Statistical Classification of Domestic and For- 
eign Commodities Exported from the United 
States. Shown in this 1971 edition are current 
Schedule B commodity classification code num- 
bers required on Shipper’s Export Declarations. 


Department of Commerce District Office. 


528 pp. $23.00 ($5.75 additional for foreign 
mailing). This price includes supplemental 
changes issued irregularly for an_ indefinite 
period. 


U.S. DEPARTMENT OF COMMERCE e Social and Economic Statistics Administration e BUREAU OF THE CENSUS 


(please detach along this dotted line) 


ORDER FORM 
Please send me 


C3.150:8/971 | enclose $ (check, money order, or Supt. of Documents 
coupons) or charge to my Deposit Account No. 


Total Amount $ 


__ copy(ies) of 1971 edition 


Schedule B, Statistical Classification of Domestic and 
Foreign Commodities Exported from the United 


MAIL ORDER FORM 
States. (528 pp) @ $23.00 


WITH PAYMENT TO 
Enclosed..... 


Name Superintendent of Documents To be mailed 
U.S. Government Printing Office later....... 
Washington, D.C 20402 Refund 


Coupon refund 
Postage... 


FOR USE OF SUPT. DOCS. 


Address 
or any U.S. Department of 
City Commerce district office 


MAKE CHECK OR MONEY ORDER PAYABLE TO SUPERINTENDENT OF DOCUMENTS 
To Insure Prompt, Accurate Shipment, Place Correct Address on Mailing Label Below 


(please type or print) 


U.S. Government Printing Office 

Public Documents Department POSTAGE AND FEES 

Washington, D.C. 20402 PAID 
Name 22 U.S. GOVERNMENT 
PRINTING OFFICE 

ee 375 

Special Fourth Class Rate 
Cie: i: C0 SIP GE: cceccnnminmmenn Book 
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